Introduction
Decades of experimental and empirical work confirm that people derive satisfaction from own standard of living as well as their relative position in the comparison group (Veblen, 1989; Dusenberry, 1949; Easterlin, 1974 Easterlin, , 1995 Blanchflower, et al., 2004; Luttmer, 2005) , but relative position in one's comparison group is more important than own standard of living (Clark and Oswald, 1996; Ferrer-i-Carbonell, 2005) . The fall of the Berlin wall almost 20 years ago initiated one of the most significant events in the twentieth century: the transition from socialist to democratic societies for hundreds of millions of people. Before reform, the socialist ideology claimed that almost every member of the society was satisfied (Andorka, 1999) . As reform progressed, it created both early winners from partial reforms as well as gainers from more comprehensive reforms later on. All things considered, how do individuals participating in these changes judge their life satisfaction?
Earlier studies on life satisfaction had shown that people are more satisfied with life if there is lower unemployment and higher political freedom (Hayo, 2007) , if they are younger, have experienced lesser macroeconomic volatility and better access to public goods (Guriev and Zhuravskaya, 2008) , and lesser inequality and more advanced reform (Sanfey and Teksoz, 2007) . Within the context of the transition, the broad consensus in the literature is that on average transition made people unhappy (see Veenhoven (2001) and Graham, Eggers and Sukhtankar (2004) , Lelkes (2006) , Sanfey and Teksoz (2007) , Hayo (2007) and Guriev and Zhuravskaya (2008) ).
Despite the rapid expansion of happiness studies, there remain a number of unresolved issues in assessing the importance of reported subjective well-being to understand economic agents' decision making process. One unresolved issue has been the ideal choice of an appropriate comparison group. Most of the existing studies use external comparison points such as same neighborhood, co-workers, country, race, family or siblings. In a recent study, Rayo and Becker (2005) develop a theory which incorporates peer comparisons and adaptation to circumstances as an integral part of the "happiness function".
In addition, there is no systematic evaluation of historical life events and current emotional state in reported life-satisfaction, except in some laboratory experiments. The importance of retrospective events on current mental state has been proposed by psychologists and economists (Easterlin, 2003; Lucas, et al., 2004; Kahneman and Krueger, 2005) . Some of the recent work on life events includes Wu (2001) and Lucas They note that the effect after four years is only about 42% of the effect after one year. In another interesting study, Burchardt (2005) finds evidence of greater adaptation to rises in income than to falls in income. In one of the earlier works, Inglehart and Rabier (1986) documented that aspirations adapt to circumstance, such that, in the long run, stable characteristics do not affect well-being. There is lack of consensus among researchers whether the strength of adaptability depends on the nature of an event (say job loss versus marriage) or time (nothing matters in the long run)
1 .
There is evidence of third party evaluation on respondents' life satisfaction to validate their answers (Diener and Lucas, 1999) . Possible choices could include family members, friends or the interviewer. As documented by Kahneman and Krueger (2006) , measures of temperament and personality typically account for much more of the variance of reported life satisfaction than do life circumstances, but empirical research on this issue is very scant.
In this paper we look at life-satisfaction outcomes within transition countries using Life in Transition Survey (LiTs) data for 27 transition countries 2 . We measure comparison groups using various geographic levels from local neighborhood, region, country to supra-country level. We use relative consumption expenditure as a source of variation in one's reported well-being. We compare respondents' consumption expenditure with the median consumption expenditure at a primary sampling unit (PSU) level, a region (Oblast or districts) level, a country level and at a country group level (such as European union, Balkan etc). We also analyze both nature and timing of historical events for 18 years and their impact on the present life satisfaction. Finally, we examine current emotional state of respondents in a unique way. We use two subjective evaluation of respondents' conduct during the interview 3 . Immediately after the interview, the interviewer was required to answer "Did you feel that the respondent was reluctant to answer any questions?" and "How often did the respondent have difficulties answering questions?" We control for these two factors to see if current emotional state (Kahneman and Thaler, 2005 ) matters for reported life satisfaction.
To our knowledge this paper is the first to account for all these factors simultaneously. In addition, we control for a broad range of factors related to socio-demographic, economic, political, and attitudes and values in life. We perform a number of robustness exercises.
Along with consumption levels, we use reported ranking on a ten-step ladder from poorest to richest as another measure of relative income within a comparison group. We take into account the possible impact of a number of significant events which occurred during the survey such as accession of Romania and Bulgaria to EU, parliamentary election in Latvia, etc. Finally we control for both nature and rate of refusal of potential respondents across countries.
First, we find that a lower relative position, whether measured in terms of consumption or ladders, to a reference group leads to a negative influence on one's life-satisfaction consistent with most findings in the literature 4 . Second, our results show that higher life satisfaction is correlated with lesser incidence of unpleasant events. Social capital such as trust, participation in civic groups and financial stability are associated with higher satisfaction. Finally, we find significant regional variation in reported life-satisfaction across European, Balkan, lower and middle income
Commonwealth of independent states (CIS). This shows the significance of Soviet legacy and variation in reform trajectories since transition. We also find nuanced stories about life satisfaction separately for European countries, Balkan countries, low income and middle income CIS.
The rest of the paper is organized as follows. In section 2 we briefly discuss methodological issues of estimating a subjective well-being function. In section 3 we introduce our main arguments based on illustrative summary statistics and graphs.
Section 4 discusses empirical model and key findings. In section 5 we provide a number of sensitivity analysis validating empirical outcomes. This is followed by a concluding discussion at the end.
Methodology
The analysis of life-satisfaction (or happiness) in mainstream economics relates to the maximization of the utility function even though there is mixed evidence that happiness is sufficiently measured by happiness (Clark, et al 2008 (2)
In our analysis we have 27 transition countries with 1000 individuals from each. To estimate individual life-satisfaction equation, we measure individual consumption level (which is a proxy for income here) relative to PSU, region, country and supracountry level. Thus our comparison or reference groups are defined at four geographical levels. Therefore, in order to control for level fixed effects (Di Tella et al., 2003) , we can rewrite equation (2) as, We estimate equation 4 using an ordered probit model, which is standard in the literature 6 . There are some caveats with life-satisfaction estimation 7 . Here we explain how we address these identification problems and measurement errors in our estimation.
We start with the identification of reference group. Life in transition survey does not ask for respondent's opinion for a suitable reference group (Melenberg, 1992; Knight and Song, 2006) . We define reference group at various geographic levels. In addition we use information about ranking in the ladder of life as a proxy for relative position in the country.
We use a number of past events which are documented only once a year. One year window for an event seems too imprecise to judge adaptation in the long period, especially compared to laboratory experiments. Despite the fact that precise observation of the timing of any event is not feasible to do in a laboratory for a sufficiently longer period of time, a window lower than a year would certainly provide a better estimate of life satisfaction. As a robustness check we examine various time frames since transition separately in the regression, and group similar events (e.g., closely related events to labor shock, like losing job, getting unemployment benefit, etc) to trace certain type of events more consistently.
6 Log linear specification has received some criticisms which could be overcome with panel estimation (Frey and Stutzer, 2002 We had to deal with missing observations as well. In a number of events in the retrospective section we have missing observations. As documented by LiTS these could be either zero (no event took place) or the reluctance to answer. We replace these missing observations with zero. In section 5, we include certain tests to verify that these missing observations as zero events do not account for any bias in the estimation. We examine these missing observations by country and other observable characteristics and find these to be random.
Also, these countries vary a lot in terms of population and physical area. The LiTS draws a nationally represented sample of 1000 people from each country. Since the Life in Transition Survey sample is unbalanced across PSUs, it requires a final weighting adjustment procedure to provide estimates at the national level. As a standard procedure we use PSU level weights for precise estimates at the national level.
Data and descriptive evidence
We In this section we provide some descriptive evidence on the overall satisfaction with life for people in these transition countries. In The LiTS questionnaire asks "What would be the minimum amount of money that this household would need to make ends meet at the end of each month?" We use this information as a proxy for household income level, a standard method in the literature (Blanchflower, et al., 2004; Luttmer, 2005) . We replicate the above graph (figure 3.1)
replacing per capita GNI with average monthly household consumption expenditure. This is shown as Figure 3 .2, which yields a similar U-shaped relationship (with a 0.26 degree of fit) showing richer or poorer countries have higher share of people with life satisfaction. In both of these graphs we find countries from EU region on the north-east corner (rich countries) and countries from low-income Commonwealth of Independent
States in the north-west corner (poor countries) 9 . In figure 3 .2a we show distribution of respondents in various life-satisfaction categories within consumption deciles. Almost 26 percent agree that they are satisfied with life in the lowest consumption group as opposed to almost 44 percent in the uppermost consumption group.
[Figure 3.2 is about here]
Next, we construct three income groups based on the level of monthly household consumption expenditure: rich (the top 33%), middle (middle 33%) and poor (bottom 33%). We do a mean test to see if average satisfaction with life in the top 33% (rich) is significantly higher than average satisfaction with life in the bottom 33% (poor) in the same country. The mean difference of overall satisfaction with life between poor and rich group is significant at 5 percent level or lower in all countries except in Uzbekistan. This is shown in Figure 3 .3. It is interesting to note that the percentage point difference between these two vary from 2.8 % (in Moldova) to 34.6 % (in Kazakhstan).
[Figure 3.2a is about here]
Respondents were asked "Please imagine a ten-step ladder where on the bottom, the first step, stand the poorest people and on the highest step, the tenth, stand the richest. On which step of the ten is your household today?" We compare average outcomes on this ten-step ladder with average outcomes on satisfaction with life for each country. This is shown in Figure 3 .4. The correlation between these two subjective outcomes varies from 0.3 to 0.4 for most of these countries and is statistically significant at 1 percent. The highest correlation is found in Former Yugoslav Republic of Macedonia (0.52) and the lowest is found in Belarus (0.26).
[Figure 3.3 is about here]
These subjective outcomes are somewhat consistent. Research on happiness over decades has shown that both absolute and relative positions matter for one's satisfaction with life.
There is ample empirical evidence that relative position matters more, but it is hard to generalize this proposition on individual satisfaction question. Thus it becomes difficult to put exact weights on these two factors. In this case relative position is directly asked in ranking on the ladder question. So one could expect the weight for relative position is higher in the ranking question. A moderate positive correlation between these two factors indicates the co-existence and significance of both absolute and relative positions in satisfaction with life.
[Figure 3.4 is about here]
We now turn to historical life events. In a series experimental research retrospective evaluations of life events was found to play an important role in one's satisfaction with life. Kahneman and Thaler (2005) We grouped these variables into five categories, which are, life cycle events, labor market shocks, general economic distress, mobility intention and migration spanning over 18
years (1989 to 2006) . In table 3.1 we show summary outcomes of these historical events under each broad group. On average mobility intention is found to be the most frequent event in life since transition for them.
[ Table 3 .
is about here]
There is debate in the literature on the importance of persistence of certain types of retrospective events on current emotional state. Kahneman and Krueger (2005) document how life events, such as marriage and bereavement, have substantial effects on happiness and life satisfaction, but these effects are mainly temporary. On the other hand, Easterlin (2003) has argued that people adapt to income, but not to marriage. In another study Lucas et al (2004) find that, the effects of unemployment and chronic pain do not seem to attenuate fully with time. In figure 3 . 5 
[Figure 3.5 is about here]
In figure 3.6 we plot correlation between life satisfaction and labor market shock experienced by respondents over time. Prior to the transition most of these countries had mandatory labor force participation for all. Transition to a market economy disrupted this system favoring those with market friendly skills and entrepreneurial talent. Some of those left behind due to lack of these skills would surely be dissatisfied with their lives. to 7 percentage points. Thus regardless of how far back they happen, negative experiences in the labor market such as accepting wage cuts or being unemployed have a tendency to persist for long periods and to lead to low satisfaction with life.
[Figure 3.6 is about here]
Negative labor market experience was just one of many examples of general economic distress experienced by individuals during the transition period. We find evidence of the latter via people turning to relatives for financial assistance, selling some of their household assets for consumption purpose, and cutting down on basic consumption. In figure 3 .7 we plot the correlation between life satisfaction and retrospective experience of general economic distress over time. We find the pattern of life satisfaction in the face of economic distress to be similar to what we find when we examined the connection with labor market shocks. These experiences appear to linger for a long time period and unlike the connection we saw with labor market shocks, the disparity in the frequency of average retrospective experience between satisfaction categories are higher. The average percent of respondents who experienced these negative experiences is twice as much for those who are very dissatisfied with life compared to ones who are very happy with life.
[Figure 3.7 is about here]
We find evidence that negative events such as labor market shocks or economic distress persist longer in lived experiences compared to life cycle events such as marriage or having a child. This supports findings by Lucas et al (2005) . We also find that Aside from having a dramatic impact on the well being of individuals, the transition magnified some initial differences across countries in terms of socio-economic and political attributes. The most obvious is diverging income levels. Figure 3 .8 shows the average and standard deviation of monthly consumption levels, which, not surprisingly, varies significantly across these countries (e.g. Slovenia has $1121.71 as compared to Uzbekistan's $195.38 ). The variation is significant within countries, too. The standard deviation of monthly household consumption expenditure is as low as $97.8 in Tajikistan and as high as $ 881.1 in Latvia. As we move from poorer to richer countries, the standard deviation of consumption expenditure, a crude measure of inequality, increases.
[Figure 3.8 is about here]
This raises questions of consistency of responses when comparing subjective well being across these countries. It is possible, for example, that an answer of 4 on the life satisfaction scale for a person in Hungary, could be equivalent to an answer of 5 on the same scale for another person in Uzbekistan (see a similar example in Kahneman and
Krueger (2005)). This seriously undermines the validity of any cross country correlation outcome and requires some consistency checks. As a first step we build an unpleasant index similar to "U" index by Kahneman and Krueger (2005) . Kahneman and Krueger (2005) proposed this index based on the fraction of time that is spent in an unpleasant state.
[Figure 3.9 is about here]
We calculate the unpleasant index as the fraction of years at least one negative event is experienced from 1989 to 2006. In this case pleasant and unpleasant events are not mutually exclusive. Thus years in which one experiences an unpleasant event do not exclude the possibility of a pleasant event, since events are documented once a year. In figure 3.9 we compare the unpleasant index for labor shock in four major regions: EU, Balkan, CIS low income and CIS middle income. The average unpleasant index of labor shock is higher for those who reported lower life-satisfaction except in the CIS lowincome region. In the CIS middle-income region (Belarus, Kazakhstan, Russia and Ukraine), the average unpleasant index is twice as much for those who reported lower life-satisfaction than higher.
[ Figure 3 .10 is about here]
In figure 3 .10 we compare the unpleasant index for general economic distress across these regions. We find results similar to the labor market shocks. Respondents who reported higher life satisfaction tend to have a lower unpleasant index for economic distress in all regions. These examples illustrate the consistency of individuals' psychological evaluation of any event in the past. Unlike monthly consumption expenditure level, we find almost similar typologies of life-satisfaction based on events in the past. This leads us to examine attitude and values further, which we show in Table   3 .2.
[ Table 3 .2 is about here]
As noted by Kahneman and Krueger (2006) , the validity of subjective measures of well- [ Table 3 .3 is about here]
As we noted earlier, financial stability matters a lot for life-satisfaction. But how significant are psychological factors like temperament, mood or conduct during the interview? According to some, these factors account for much more of the variance in life satisfaction than life circumstances (see review in Kahneman and Krueger (2006) ). In table 3 .3 we show the correlation of reported values and attitudes with answers to "Did you feel that the respondent was reluctant to answer any questions?" and "How often did the respondent have difficulties answering questions?" Both of these variables are recoded on a scale (1 = never had any difficulty, 2 = almost never had / now and then had some difficulty and 3 = usually had difficulties). A negative correlation with subjective well being would mean life satisfaction is lower for someone showing reluctance or difficulties in answering questions. The correlation coefficient is negative and significant in most of the cases. Reported life satisfaction has -0.05 correlations with both of these.
Empirical outcomes
The estimated coefficients and standard errors from ordered probit regressions are given in Table 4 .1. The coefficients of own income are positive throughout. The signs on relative income are negative and significant at all reference levels except at supracountry.
Thus reported life satisfaction increases with own income and decreases with median income of any reference group. Taking relative income with respect to all reference groups together, only median income at region and country level remains negative and significant.
[ Table 4 .
is about here]
The retrospective or historical events we use in the regression are obtained as total number of years one experienced any particular event. We then group these experiences We included a number of objective responses (yes = 1, no = 0) on attitudes and values about life. Reported life satisfaction is higher if someone has done better than classmates, better than parents, better than colleagues, prefer democracy and market economy. A number of variables on individual financial status are also included in the regressions.
Respondents with a bank account and who could spend more on entertainment reported higher life satisfaction. On the other hand more health expenditures makes one unhappy, perhaps because it is a sign of poor health. Our findings confirm that health is a strong indicator of life satisfaction. Reported life satisfaction is higher with good health and lower with bad health, both outcomes being statistically significant.
[ [ Table 4 .3 is about here]
Estimates from CIS low income countries are different from the rest for some variables.
For instance, life satisfaction is higher for those who are members of the communist party. A difficulty in answering questions during the interview is associated with lower life satisfaction. Also the coefficients of relative income are higher and significant for CIS low income countries. This indicates that the negative correlation between reference group's income and the reported life satisfaction is more significant in CIS low income countries compared to other regions. Surprisingly, labor shocks in the most recent period are associated with higher reported life satisfaction.
Sensitivity analysis
In this section we reexamine our empirical findings by addressing issues related to specification of the model, and measurement and identification of certain variables. Some studies claim that the effect of relative income differs between rich and poor (Veenhoven, 1991 [ Table 5 .1 is about here]
10 Supracountry reference group might have some bias from its definition since inequality across countries in any supracountry group is presumably lower than the inequality within any particular country in that group
This implies that the median consumption level within the PSU cluster weakly decreases life satisfaction compared to regional and country median consumption (Kingdon and Knight, 2004) but increases when compared at the supracountry cluster. This stronger negative spillover effect on life satisfaction at the country level supports the social distance argument (Akerlof, 1997) . At the PSU level individuals might enjoy lower social distance which encourages risk sharing, increases trust in each other and mutual insurance. We find support that relative income effect varies across income groups but controlling for them does not change the main outcomes.
Next we estimate an alternative specification of our life satisfaction equation (in section 3). We can rewrite equation 2 as 2a (as shown below). We have so far estimated equation 2'. We used log of consumption of a reference group as relative income in our regression 11 . Now we use the log of consumption ratio as shown in equation 2. This ratio directly captures the relative position compared to a reference group, so that we would expect the higher the position the higher life satisfaction -that is, the coefficient would be positive. As a robustness check, we use rank on the ladder of life as an alternative measure of this relative position. On a ten step ladder, respondents were asked to rank their household from poorest (step one) to richest (step ten). We use log of this ranking in the regression.
In table 5.2 we show estimated coefficients of equation 2. The outcomes conform to our earlier findings. Only the coefficient of relative income is positive and significant. This is due to the fact that relative income now is measured as a ratio of consumption levels. We Table 5 .3 we show seven countries, where more than 50 percent of the nationally representative sample population is Muslim (figures are given in the second column) 13 . In two other columns we show percent of respondents being reluctant to answer any question and who had difficulties in answering questions respectively. In all countries except in Albania, more than 50 percent of the respondents did not show any reluctance responding to the questions. Also according to interviewer's subjective evaluation, on average 44.5 percent of the respondents in Muslim majority countries never had difficulties in answering questions compared to 47.1 percent from other countries.
[ Table 5 .
is about here]
The fraction of the population reporting satisfied with life varies substantially among these countries, from 27.6 percent in Azerbaijan to 72.6 percent in Uzbekistan. We also look at the correlation between reported life-satisfaction and reluctance and difficulties in answering questions during interview. Correlation coefficient (given within brackets)
indicates negative relation in all cases except in Kazakhstan where reluctance and lifesatisfaction are positively correlated. Apparently we do not have any systematic bias generated by the incident of Ramadan since outcomes in Muslim majority countries are similar to those of non-Muslim majority countries.
Some of the other significant events are mentioned in table 5.4. During the survey period Bulgaria and Romania's accession to EU was confirmed. This might affect their current emotional state or overall satisfaction with life. We do not find any systematic evidence of this fact on reported life satisfaction. Alternatively, one could compare the reported life satisfaction before and after the confirmation of EU accession. This is not feasible in this study, since we have a single cross-section data.
[ Table 5 .5 is about here]
In table 5.5 we show country specific estimated coefficients for some selected countries listed in table 5.4. The sign of the coefficients conform to overall findings except in a few cases. Membership in a political group has a negative and significant coefficient in Belarus. It could be an outcome of negative reaction against the government for economic crimes and breaching labor legislations. Both in Bulgaria and Romania trust is positive and significant, but relative income has a positive sign for Romania. In Hungary, during the survey one of the biggest riots in the country's post-Soviet history took place.
We find a negative and significant coefficient on membership in civic groups and reluctance to respond to questions.
It is documented in the LiTS report that 8,881 potential respondents refused to participate in the survey, which is almost 30 percent of total sample size of 29,000 respondents, so it is possible for expect this to affect the estimates. The most common reason for refusal to participate in the study was dislike of being interviewed (38 percent), followed by lack of time or consideration that the interview would take too long to complete (23 percent), and lack of interest in the topic of the survey (20 percent). Other reasons attributed include concerns around confidentiality of results, distrust of foreign institutions and a preference to self-complete such questionnaires.
Since we do not have any demographic or socio-economic profile of those who refused to participate in the survey it is difficult to say whether this phenomenon is related to life satisfaction of those who answered. As documented in the LiTS report, the highest refusal rates occurred in those countries which have most exposure to public opinion polling on a regular basis, such as Lithuania, Croatia, Latvia, Hungary, Poland and Slovenia. We control for these countries using a binary variable, but coefficient remains insignificant.
Conclusion
Despite the huge growth of happiness or life-satisfaction literature especially since 2000, evidence of the experiences of transition countries is limited to a small group of countries. This study certainly bridges this gap by considering a representative sample population of all transition countries.
Our findings confirm some standard findings in the literature. For example, they support existing evidence of higher life satisfaction with lower social distance, younger population, higher education, higher expectations, values and attitude about life, financial stability, and better health. However, some of our results add new nuances to the literature. We find the strongest negative effect of relative income on life satisfaction when the reference income is the median income at the country level. Moreover, we show that past events related to economic distress or labor shock lower life satisfaction and persist for a long time. Apart from historical events, we also control for current emotional state as inferred by a third party observant and demonstrate that current emotional state matters as average reported satisfaction is lower for those who were reluctant to answer during the interview. We also note that the effect of relative income on life satisfaction varies across income groups, with the poorest group exhibiting the strongest negative association. Finally, we provide evidence of sub-regional variation within the 27 transition countries. Additional sensitivity analysis did not change the key findings. The results on the links between relative income and life satisfaction remain consistent under different model specifications. Furthermore, we did not find any systematic bias generated from any major event that took place during the survey.
The usefulness of subjective well-being data to understand numerous public policy debates is becoming increasingly recognized in the literature. As Clark et al (2008) mention, "the analysis of subjective well-being data provides a valuable alternative, but complementary, approach to a revealed preference framework that dominates the discipline of economies". In the context of this analysis, the revealed policy preferences would imply desire for lower social inequality and the need to provide protection from shocks. 
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